Introduction
Mutual funds work on the basis of two maxims -maximization of returns and diversification of risk, the attainment of which requires healthy operational practices and efficient investment management. Systematic investment management involves a variety of activities such as stock selection(selectivity), asset allocation, management style and market timing. However, the performance of a portfolio manager can be measured in terms of stock selection ability or selectivity.
Stock selection is the nucleus in the investment management process. Investment performance of stock selection owes to the successful forecasting of the price movements of individual securities and/or an ability to predict the general behavior of security prices in the future i.e. the impact of market factor (Jensen, 1968) . Thus, if the manager is unable to forecast general market movements then it is possible to increase returns on the portfolio by choosing individual securities which are undervalued. On the contrary, if the manager has an ability to forecast market movements then the estimated performance measure will be biased upward as the estimated risk parameter will be biased downward.
In the literature there are several methods to examine the selectivity skills of the fund managers. However, this study evaluates investment managers' selectivity skills in terms of the theoretical model developed by Jensen (1968) .
The study has also adopted conditional performance evaluation measures in order to evaluate performance of Indian mutual funds schemes. In doing so, traditional performance measures are modified in this study. The remainder of the paper is organized as follows. Section 2 deals with the literature on selectivity. Section 3 describes our methodology. Section 4 presents empirical results and Section 5 concludes.
Grinblatt and Titman [3] examined whether there were fund managers who had superior stock selection abilities to generate abnormal returns-both with and without transaction costs, fees and expenses. Applying Jensen's measure they concluded that superior performance might exist among growth funds and also among funds with the smallest net asset values. However, as these funds also had the highest expenses actual returns net of expenses did not show superior performance.
Ferson and Schadt [4] advocated conditional performance evaluation in which relevant expectations are conditioned on public information variables. Using monthly data for 67 mutual funds during 1968-1990 they found that risk exposures of the sample schemes changed in response to public information on the economy. Moreover, the use of conditioning information in performance measurement is both statistically and economically significant. Sawicki and Ong [5] applied both unconditional and conditional models for the performance evaluation of Australian funds. Using 97 funds the study found that use of conditioning information improved the performance of the funds and the distribution of the alphas shifted towards zero. In the Indian context, one of the early works in the area was made by Jayadev [6] . This study used traditional unconditional form to a sample of 44 mutual fund schemes over a period of 1987 to 1994 and found that t-value of alpha is significant only for one scheme.
Irissapane et al [7] evaluated performance of Indian mutual funds for a sample of 34 mutual fund schemes during 1988 to 1998. The study was based on unconditional CAPM model and revealed that though most of the schemes showed positive alpha coefficients they are not statistically significant. Gupta and Gupta [8] found no conclusive evidence in support of the superior stock selection performance of the Indian mutual fund managers.
Anand and Murugaiah [9] also found lack of superior stock selectivity among the fund managers of 113 mutual fund schemes during April 1999 to March 2003. However, in an illuminating paper Chander [10] made an attempt to evaluate the stock selection abilities of Indian fund managers for a sample of 80 schemes during 1998-2002. This study revealed significant stock selection abilities of Indian fund managers across the fund characteristics as well as the persistence of such selectivity skills of fund managers. The study also reported consistency of performance across the measurement criteria.
Sehgal and Jhanwar [11] also showed improved evidence of selectivity using higher frequency data such as daily returns against monthly returns of 59 mutual fund schemes during 2000-2004.
III. Methodology
The objective of the study is to assess the investment management of mutual funds in evaluating their performance during the period May 2000 to March 2012. This period is chosen since during this period Indian capital market has witnessed major upheavals as a result of (i) changes in economic policies by the government at the centre in order to expedite the reforms programme as well as (ii) occurrence of important events on the domestic and international front. The empirical part of the study proceeds as follows: (1) At the outset, this study tries to evaluate the selectivity skills of fund managers in India during May 2000 to March 2012 using unconditional models. Besides, it examines relation between selectivity and fund objective. (2) Secondly, this study tries to evaluate the selectivity of fund managers in India during May 2000 to March 2012 using the conditional models. The study also examines relation between selectivity and fund objective. The present study uses a sample of eighty mutual fund schemes both from the public as well as from private sector for performance evaluation. Out of eighty schemes fifty six belong to private sector while twenty four belong to the public sector, so far as ownership pattern of the schemes are considered. According to the investment objective, the sample comprises of sixty six growth schemes and fourteen equity linked savings schemes (ELSS). The details of the sample schemes are given in Appendix-I.
Data
This study is based on secondary data. The secondary data have been collected for a sample of eighty mutual funds schemes for the period May 31, 2000 to March 31, 2012. These eighty schemes are from both public as well as private sector. Out of these eighty schemes sixty six are growth schemes and fourteen are equity linked savings schemes (ELSS). Since balanced schemes of the sample are basically equity oriented they are also treated as equity schemes. As our sample contains only surviving schemes the result may have a survivorship bias which may lead to the biased performance.
The data used in the study mainly comprise of monthly net asset values (NAV) for the eighty mutual funds schemes during May 31, 2000 to March 31, 2012. These NAV data are collected from www.mutualfundsindia.com . In order to explore selectivity skills this study has used Sensex as the market proxy. These data are collected from the Prowess database of CMIE. Generally, treasury bills of different durations have been used as a surrogate for risk-free asset in studies of developed as well as emerging economies. In this study the monthly yield on 91day treasury bills of GOI is used as a market proxy for risk-free return. These data are collected from RBI website. For the conditional model we need further information on market dividend yield (DP) and growth rate of index of industrial production (IIPg). The annualized dividend yield on the Sensex is given on a monthly basis in www.bseindia.com. As these monthly dividend figures are given in annual form the study converted them to the monthly figures. So far as index of industrial production (IIP) is concerned the monthly IIP data are collected from RBI website. From this monthly data monthly IIPg is determined.
Estimation
At the outset, the returns for each of the sample schemes have been computed by using the following equation:
R t = (NAV t -NAV t-1 +D t ) / NAV t-1 …….
(1) Similarly, the returns for the market index (Sensex) have been computed. The return on the risk-free asset, i.e., the yields on 91-day T-bills is given on annual basis in the RBI website which is converted to the monthly basis. The total risk of investing in a portfolio is measured by the standard deviation of the monthly returns of the portfolio and the systematic risk (Beta) of the portfolio is measured by the following CAPM version of the market model:
R pt = α + βR mt + ε pt ……… (2) where, R pt = return on fund 'p' for period t R mt = return on the market index for period t ε pt = random error term β = measure of systematic risk α = a constant term Higher value of β indicates high sensitivity of fund returns against market returns, the lower value indicates a low sensitivity.
3.2.1Selectivity
The selectivity skill of the fund managers are assessed in terms of Jensen [1] criterion. Jensen's model helps to evaluate the selectivity skills of fund managers, i.e. their ability to identify under-valued or over-valued securities. The superior returns earned out of the ability of stock selection can be known from Jensen's alpha. Jensen's measure may be given as follows:
R pt -R ft = α + β (R mt -R ft ) + ε pt …………. (3) where, R pt = return of the fund 'p' for period't' R ft = risk-free return for period't' R mt = return on the benchmark (market) portfolio for period't' ε pt = random error term α,β are the parameters of the model and are estimated by OLS technique. A positive and significant value of α will indicate superior selectivity skills of the fund managers. In this study the selectivity skills of fund managers are measured by the significance of the intercept term of the unconditional and conditional Jensen models.
Rationale of Conditional Models
The traditional asset pricing models (unconditional models) cannot capture the dynamic behavior of expected returns. If expected returns and risks vary over time unconditional models are not likely to be reliable. Moreover, it is argued that, unconditional models can attribute abnormal performance for an investment strategy that is based only on public information. Now, it is possible to control the effect of such common public information and reduce this source of bias by using the instruments for time-varying expectations. Ferson and Schadt [4] advocated conditional performance evaluation in order to avoid this source of bias. For stock selection ability the objective is to distinguish selectivity that merely reflects publicly available information from selectivity based on private information. The reason behind such objective is that the managers who mechanically use only public information should get no credit for 'superior' ability. This is because any knowledgeable investor will also have similar kind of information and will react accordingly and attempts by many such knowledgeable investors will cancel out the informational advantage. The manager's true skill lies in generating the private information and as such his true stock selection ability lies in responding to this private information only. Conditional models presume that portfolio managers can change both their alphas and betas over time depending on the publicly available information about the economy. In most of the works two most important public information variables incorporated in the market timing models are dividend yield of the market index and short term Treasury bill yield. The present study has considered monthly growth rate of index of industrial production (IIP) as another macroeconomic variable for conditioning the alphas and betas of funds. In general, the incentive to invest in capital market by the institutional investors is largely influenced by the performance of the real economy. Here, we have considered IIP growth rate as a proxy for the performance of the real economy. The conditional Jensen model is given as follows: R pt -R ft = α + β 0 ( R mt -R ft ) +β 1 ( R mt -R ft )DP t-1 +β 2 ( R mt -R ft )TB t-1 + β 3 ( R mt -R ft )IIPg t-1 + + ε pt …… (4) where, DP t-1 = lagged dividend yield of BSE Sensex TB t-1 = lagged 91day Treasury bill yield IIPg t-1 = lagged monthly growth rate of index of industrial production α, βs and γ are the parameters of the model and can be estimated by the standard OLS technique while all other symbols have their usual meanings.
IV.
Empirical Results
Evidence of Selectivity
The results of selectivity skills of fund managers in terms of unconditional Jensen [1] formulation is given in Table I .
According to the unconditional model majority of the schemes (56 schemes) have positive alphas (given in Appendix II).But, it is difficult to infer whether this is due to random chance or superior selectivity skills of the fund managers. For this statistical significance of the estimated performance measures are required. A closer look at table I suggests that of these fifty six schemes portfolio managers of twenty schemes have superior selectivity skills in terms of unconditional Jensen model. This is because for these twenty schemes α coefficients are positive and their corresponding t-ratios are significant at five percent level. Top three schemes with significant positive abnormal performances as per unconditional CAPM are HDFC Top 200, FT India Balanced Fund and Franklin India Prima Plus. However, there is only one scheme for which the t-value of the alpha coefficient is significant but coefficient itself is negative thereby indicating inferior stock selection abilities of the managers. Thus, on the whole, the results of selectivity based on unconditional model reveal that some of the Indian fund managers had superior selectivity skills during the period under consideration. Table II shows that mean and median values of the equity and ELSS schemes are greater than their balanced counterparts. Hence, it can be inferred that on the average fund managers of equity schemes (pure equity& ELSS schemes) have superior selectivity skills than the fund managers of balanced schemes during the period under consideration. Further, standard deviation values show that balanced schemes are more volatile than equity schemes in achieving superior selectivity skills which is no doubt a trivial outcome.
The use of conditional version of the Jensen[1] model gives us almost same results for selectivity. Of the eighty schemes under consideration fifty five (55schemes) schemes are found to show positive alphas (given in Appendix II). However, from Table III it is evident that among these fifty five schemes there are eighteen schemes for which alphas coefficients are positive and their corresponding t-ratios are significant at five percent level thereby indicating that managers have the superior selectivity skills. Top three schemes with significant positive abnormal performances as per conditional CAPM are Franklin India Prima Plus, HDFC Top 200 and FT India Balanced Fund. The results are very much circular in nature taking into account the unconditional model. Nevertheless, what is intriguing here is that eighteen schemes under conditional model are not same as in the unconditional model. But, conditioning on public information improves the coefficient of determination. This implies that model specification in the conditional framework is better than its unconditional counterpart. 
Stock Selection Skills Of Indian Mutual Fund Managers During 2000-2012
Basic descriptive statistics of selectivity performance given in Table IV unveils that mean and median value of the pure equity schemes are greater than ELSS and balanced schemes. This actually indicates that fund managers of pure equity schemes are most efficient to select stocks with greater return potentiality followed by ELSS and balanced schemes. However, standard deviation values based on the conditional CAPM model show that pure equity schemes are most vulnerable to posit positive selectivity skills followed by ELSS and balanced schemes. This result is quite consistent with the very nature of the objectives of the schemes. Thus, once we control for the public information variables the biases resulting from the unconditional models are removed.
V. Conclusion
The present study has examined the selectivity skills of fund managers for a sample of eighty mutual fund schemes during May2000 to March 2012 using monthly data frequency. For this the study has applied both unconditional and conditional models. The results pertaining to the selectivity skills of fund managers, as found in the study, has revealed that some of the fund managers(around twenty five percent) possess superior selectivity skills based on both unconditional and conditional Jensen [1] model. Although majority of the schemes have shown positive alpha but they are not statistically significant. This result is very much in line with the study of Irissapane [7] and Jayadev [6] . So there is very little difference between unconditional and conditional models in the Indian context so far as indicator of abnormal performance is concerned. However, if we go by investment objectives then the results obtained from conditional model is consistent with the very nature of the objectives of the schemes which are in striking contrast with the unconditional model. Accordingly, it can be argued that conditioning on public information eliminates the biases arise from unconditional model. This actually confirms earlier findings of Ferson and Schadt [4] , Sawicki and Ong [5] etc. Further, Conditioning on public information improves the coefficient of determination.
Thus, the results obtained in the study do not support the hypothesis that Indian mutual fund managers display superior selectivity skills even if we control for the public information variables. But there is evidence that some of the fund managers are able to show superior stock picking ability. 
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